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I. PURPCEE AND SUMMARY
MWMW:W&:%MM-WMMmemﬁ
study anéd velustion of the proposed sgency retirement system. The sctuarial valus-
tion brought out certsin indices which may be useful in compsriag the relative cost
wmmeyMMawmuthatmmmm&rﬁw
Retiremett System. / susmary of these indices is es follows:
Relstive 5 of,
yvten Payrol). Cost Yy Intex i
e | & 5y
A« (ivil Bervice Retiremeot System
{eversge attained sge 43) 19.5% 3/ 100%
B. (3vil Bervice Retirement Syatem
for Project 10 Agency exmployees o
{everage stteined age 35 16,08 8y
. Propused Agency Retiremsut Byaten

for Tdentified Croup end Civil }
Berviece for tha balence _ 18.6% 954

2. Agency Retirement System

for ell Agency BDeployees 2.68 1168
1/ Sormal Cost {employee and esployer portion) #wa interest & 37
an the dsficiency for the npa-retired employees. The method-
Wxa«w&miammxxmxmmmm.
2/ Related to Civil Service Retiremsut System at 100%.
3/ 7Tuts is 18.9% efter taking into sccount the essete on hend,
por the Thirty-Seventh Annual Report of the Board of Actusries
of the Clvil Sexvice Retirement Syetem for the Fiacel Yeer
suded Juns 30, 1957. |
mmﬂia&ieammmummmdmmtmmﬁmm%
the Civil Servioe Retirement System. Tu test the sppropristeness of these indices
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for the Project 10 Agency group, the separation experiemce of the last thrwe years
iw&é‘iﬁ?mﬁWW}mmﬂMmummwmuwWWm
135&,mmmmia«w;mmsmmm;mmummm
value ths main bensfits of the proposed sgency retiremeat system. Following es«
sentially the saps methodology used in epplying the Civil Service Retirement Systen
factors, but with valuetion factors derived from certein experience made svallebis,
we fiad thet the proposed sgency retirement system cost would come to 29.5% of the
covered payroll. ¥nts ccupeves with the 22,68 factor noted sbove, and the difference
mm,m;miazwa%mmnmmmmwmwm-m
Project 10 Agency s compured with that used in valuing the Civil Service Retirement
Bystem.

.Mmmafmn:m&yhtomtm‘mmwmymiw~
mentl syeten, 8 these corments are set ut in the next section hereof.

4 mesorentun dated 15 July 1938 sad lsbeled "Tentetive Detelled De-
stion in commection with the determination ¢f the cost indices. Also, the proposed
1958 o uts (not adopted) to the Foreign Serview Act of 1946, es smendedl, s
w¥all a8 & 1 Merch 1957 ead & 26 February 1957 Memorsudum on proposed legislstion
mzmmmwuammmwmwmwmﬁmmw
the Foreign Service Act.

There sgpear to be two main objectives considered in comnectiou with
speeifications of the proposed Agency Retirement System. The primsry objective of
proposing legislation ves stated in the 20 Februsry 1957 memorsndus as belag "%o

memwzm-wmmmmmmmuwmmtmim.by

25X1A
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s L3
the Olvil Service System together with sa 'sugeented' ammuity to those persod
have served extensively cverseas” with the Ageacy. A secondary objective was stated
in the 1 Nerch 1957 memovandum, in & vegntive way, to the sffoct thet ithe Bamean of

the Badget is oppomed to sny formule vwhich would give the Agemoy "s situstion sube
stantlally more gemercus than that of the Forelgn Service, and perzit esrlisr re-
tirewent with ss 1ittle as ome yesr oversess out of each four yesrs of total service'|
To sccopplish the first of these objectives, i in some measure the
lgemcy Betivement System as cutlined in the 1k July 1950 memorsudum. Our corewats
follow each of these festures.
Ao Soversge restricted to career employees and to certaln ocatrsct
ompent: /n eppropriste method for restrictiag the coversge
10 carser wployees snd certain contract ssployses has beez
eotabiished. This sethod tekes lnto sceount sge, length of
' totel service, leugth of total forelign service &8 well s
thst portion of foreign service vwhile with the Agemcy. Conse~
guently, the formuls, representing the spprop:
of age snd service requirements, sssures sutocustic fulfillment

ate combiuation

for coverage.

. As esployee vho hes ettaived sge 50 after 20 or more yewrs of service
eof wihich et lesst 10 have been oversess with st lesst five of then
with the Ageucy, may retire, with the pernissica of the Dirvector, on
s ponsion of 25 of the highest five~yesr sverege compeasation per
year of sarvice. 25X1A

Gommont: This is kuows as the [ror=1e, ma the
soversgs reguirements have elresdy been noted sbove.
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£, k retired employes under the propossd Agency retireceut cysiesm sould
aocept employment elaedvhsse In the goversment vith suspension of valy
such portlicn of bis pension, vhich together with ths balunee of hie
rension snd hils salery would exceed his sslary with the igemey at
hig time of retivement.

Covmgnt: This womld sypesr to give euch & retired employee
on insentive 45 find a Jjob elsevhere in the govermment.
Howevey, ve understand that the Civil Service Retlvemeut
Syoten alvesdy provides for this kiad of benefit end there
are seversl hundrved people who have teken adventege of it.

D, Involuntary retivement after sge 45 and 5 or more yoesrs of sexrvice
with limited smmuity (f.e., limited to 259 of pay) or sfter sge 55
eal 25 or more venrs of service {pesslicn deternined by &5 formuls
if the 5 » 10 requirememt for oversess service is met, othervise
by the reguler Clvil Service formuls).

opment:  An employee vot meeting the T « 10 requirements for
the 2§ formula can be rotived by the Director eeriier thsn

under the Civil Service Systam, which provides for iavoluntary

retiremgnt sfter sge 50 sud 20 yesre of service for s reduced

benefit., ‘n exployee who has sttained oge b5 aud hss 20 yesrs
of service, for exsmple, would get the 25% limiting peasion by
the proposed Agemey formula. 2leo, there could be a sherp

“resk” betwvess benefits svalleble to en employse whe had

sttained sge 55 with 25 yeurs of service, o8 compered with the

Wa@t 5% with 8% yeers of service, or sa employes oge

3h vith 25 years of service at the time of {mvoluatary retiremesnt.
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In both of these latter two casms the 257 limit would sees to
Pply, vheress it would vot apply in the ege 55 end 25-yesr
corbination.

E, Dnvoluntery retirement sfier 5 years of service but whesm under sge 45
for & lusp-sun setilement equal to ous yesr's jay, or employee coutrie
butions with interest if grester.

Gomment: In & fow issteuces the valus of the deferrved vestes
benefit nov avallsble under the Civil Service System might be
groster than one year's psy. However, ibe proposed benefit
would probably bo much more costly gemesally.

¥, Compulecry retiremmat st sge 60 (year-ic-yeer extensios to sge 70
by Directer poseible).

Comment: This compures with age §5 sad yesr-to«yesr extension
for 5 yesrs for cereer smbasssdors or misisters, or age 60
with year«to~yesr exteasion for 5 yeere for other foreiga
service officers under the proposed Foreign Service Act,
Wﬁhmmuaarmmmmﬁwwawaaﬂulﬁ
side~by-alde comperison of the Federsl Civil Service System, the Foreign Service
Bystem, =nd the proposed Agency Hystem.

IIXI. BMPLOYEE DATA

The wployes date were mede svailable fn the form of hur distritutions
by sex, oge sad service end for esch “cell” (i.s., guinguennisl age sad service
grouping) the aversge sonusl compensation wes shown. The bresk-dows In date was
mmm.mzmmm1swm~mmgmmwﬁm for the 2¢ formuia
benefits st sge 50, wztmm&thmmm&armwsmm;nmwlmbym,
end them for sech of the four resulting groups the dsts were distrivuted by quine
quennisl age groups sad servioce.
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Fo obtain the dats, ve understand thet questionnaires were sent to the
field, sod individusl personnel records were referred to in order to obtain lengths
of service; in the Agency cverseas, out of the Ageuncy but within the government
oversess, in the Ageacy in U. &mmwmwm:ﬁmnmmm
in U, &, Vhen alzoet 90f of the quastiomnaires were recelived from the offices thet
heve the predominent smount of oversess service snd about 90% of the balmmes of
questioneaives were received, the dats were snslysed from the standpoint of which
euployess might be expected to qualify for the 2% formule benafits at age 50. Ve
sstizete? st this peint thet 1007 returns could aot affect the cost results by more
thos 294 of the cost indices, w8 compered with cost resultis based on these dats.
This snalysis wes gessrally dome by the depertaental besds involved from rosters
which vere prepaved in ege order, on s individusl basis for those sttaioed L0 or
over, sod oG & percestage bssis for guinguesnial age groups of those under age 50,
Then by the use of IL.E.M. procefures we understsnd that those most likely to qualify
for each of the respective age groups under 40, by resson of leng
sorvice, were selectad to be included vith the ldentified group. Fimelly, the ege
snd service distritutions were prepsred on the besis of su asswed [ toter ok
foree. maxnﬁm&mauxmwmwnwmmwtm: report.
Pabie 1 has been prepared frow these distridutions to show the characteristics of

Ll OF oversess

the date by sge grouplage. It is of some interest to note thet the averege age of
the group is 35, os compered with su eversge age of 43 for the Clvil Serviee group
(this lstter belng besed on $-30-53 data). Since the sversge sge of the Agency group
being sunlyzed 1s elght yesrs younger them that for the Civil Berviee covered group
as & vhole {sctuslly there mey be more of & differentisl on the basis of more upe-to-
mm-,M:immmwwmtism’mmwswmﬁwy
group; it is expected that the level of costs for comperedbls beuefits would de such
lover fer the sgency group then for the totel Civil Service growps. This was
brought out 1o items A and B set out in Beetlon I of this report.

25X1A
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Bext, erpioves dste weve mede svallnble with respect to tevminetioes thet
took plece In the yeers 1956, 195T sad 1950 (see Appeadix P feor the informstlion mafe
eveilshie), ‘These terciastions vere asdjusted in esch of the years involved to
contors 4o a work force offersiorees; 1 order te e on o comparshle beats
vith the dets oele evalleble for the sctive group of employees, Then the termi.
nstions veve enslyzsd in order to determine approxirste withirsval rates to ves fox
valustion purposes. The withirawel rates so derived were cerputed o reflect the
probebis fiaeneisl experience of » pension plan, this belng done in sach s wey that
& person termiumating after Five yeers of service, for oxspple, would be weipghted
five times thit of o parson tarzinating sfter only ocoe yeur of sarvice. The result-

ing retes of turpover used for the "experiemnce” valustion ere as follows:

22 &5 210
& iy i3
i 3 88
37 2 62
b2 13 he
57 & %
52 7 16

It io aiFficuli to aeke sa axact comparison of these retes with those
used for the valustioa of the Civil Bervice Retirement Sysiem us z viele becsuse of
& techaicel difference in tuelr comstruction. The techalcsl Eifferesce lm con~
siruction iies in cur uaing the siopler sggregste spprosch in comstructing the
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rates, o8 compared with the select sud ultimate (ultimete efter 3 or more years)
approsdh used in the Clvil Service retes. Hovever, ot the higher sges wiwa the
effect ¢f turnover 1s reletively minor sad psnsicn costs Decome more impertent,
there sppesrs to be 20 very significant difference in the respective sets of rates.
O the ciher hend, although the tuwrnover experience was not sariysed for esch of
the first thres years of employment, which would need to be done in order to meke

! ison with the Civil Service rotes, there sare fndicstions that the
wmmwx-'mwm»umﬁmwmmmmewmm
valustion of the Civil Service Retirement Systewm.

Since the benefits are 1o be besed on the fipal Tive-yesr aversge ssanings,
some anslysis wes mede of the sversge eermniugs by age groups in order o obiain e
stlery scsle which could be used for the purposs of estimeting the sppropriste fiuel
sversge saralngs oo which bemefits will be baded. Here we found the greatest
dsparture from the comparsble Civil Service factors, which sy be illustrated as

»
P - 1.50 1.18 1.15 1.08
35 - 3 150 121 1.10 1.05
KO - &b 1.3 1.07 1.05 1.03
kS - by 1.8 1.0k 1.02 1.08
50 - 54 1.10 1.02 1.01 1.01
55 « 59 1,05 1.01 1,00 1.008

e s S W R B I B R O
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entisls 18 sversge enrnings by age group, which are higher than the Clvil Service
Balery Sosle; it mey be expectad thet ihe level of costs ss we heve deternmined it
would be higher then when determined by the Civil Sepvice factors. For exempls, ia
the csse of = male ezployee hired under sge 30 st s $i,000 smaual selery, ve would
assume that he would be ssraing $12,000 vhen he reached the sge 60 » 6b group for
the Ageany (1.e., $6,000 times 2.50), as cospaved with $5,160 for the aversge
Civil Bervice smployee {1.0., $5,000 times 1.29), Bince the level of estinated
esarnings in the sge 50 - 64 bracket for the sgency employws is more thsn double
whet 1t would be for the eversgs Clvil Service employwe, prospective peasion
benefite would be correspondingly bigher. This, in our opiuion, Is the sost sigaifi
esat difference in the respective motusrial feotors used for velustion purposes snd
is the moin resson why we get & percentege of peyroll cost of I9.5%, es compared
with 22.64 for the proposed Ageucy Retirement System.
Ly some 195 siuce 1953, end the question has been ralsed comcerning whbat effact
this might have on the Civil Bervice Salary Sosle fectors snd the resulting costis

aed 88 & percentsge of payrell,

With respect to the salary scale feotors, you will mote from Teble 3 thet
thmmothW&rmmmWﬁﬁ»&M
to the average eernings of the other age groups. 7o put it smother wey, the selary
sctle Pactors represest the relstionship of sverege ssruings of different sge Troups
st » pariticulsr time, snd this relationship would not be chemged by & 15% acrose-
the-boer! increase in earnings. For sxsmple, consider sgain the $4,000 Civil
Service exmployes who would progress to 35,160 by the Civil Service Selary Scale.
If the $%,000 is lncvessed by 15% to $4,600, then the 35,160 would be cornm
iy chenged to 35,93 by tbe 154 chemge. Consequently, iscresses in pay levels

levels have locrsssed

Approved For Release 2001/0W1A000500010007-7
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in the sape way would have uo effwct on the salary scale fectors.

Relative to coats, if ve can sssume that the incresses in peay levels have
bees of the scross-the-board type soted, which would affect sll age levels in the
ssoe way, then there would be no change in the normel cost vhen expressed as &
perceatage of peyroll. Tie increassd aumber of uorkel cost dollmrs required to
provide the incressed dollers of bmmefits would be exsctly met by the sdditiocasl
doliars io ceatributions involved by applying the seme sormal cost percentsge to s
higher payroll. On the other hand, an scross-the-board iacresse in pey, which le
oot & part of the salary scale, would leed to higher past service costs to the
extent thai pssl service benefits would then be besed on & potentislly higher
euraings level than previded for by the salary scele. Of course, the annusl past
sarvice cout &g expressed bereln is muich less than the norusl cost, aad so this may
oot be & metter of too much sigaificence. However, there is en offsstting factor
lavolved here, and 1%t ie this. ¥We understasd that the aoross-the-Losrd incresses,
vheress generally sgplicable in most ianstances, have oot besa spplicable in &
wamber of instences to the bigher pald {and clder) employees. If this means thet
the ratios of the final sversge eornings before retirsmest to current esruiungs, o
a result of these pay iocresses, may be lower then those vhich aeld prior to the
pey iocresses, then the normal cost wuld be lower vhea expressed as & percentage
of poayrall. In balence then, it dces 2ot appesr to us that a 15% imcresse in the
Civil Service earnings levels would favolve much 4ifference in the percentage of
payroll cost indices as set out herein, snd these cost ludices are therefore
copparsble with those worked out for the Agency on the basis of the 1958 information
wade sveileble.
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IV. ACTUARIAL METIODS

As slrecdy iadicated, we bhave sdopted ss a cost griterion the normsl cost
plus interest at 3% on the deficiency. The essets recogaized s being on hsad to
fund the Civil Service Retirement System sppear to be sufficient to teke core of
the retived group of employeez and to provide for the return of employee coutri-
butions before rvetiremeut for employees terminating. 2As alresdy indicated, the
June 30, 1957 velustion results for the Civil Service Retiremeat Bysten indiceted
an 18.97 of peyroll cout as compared with our figure of 19.5% which does not tske
into sccount sny assets. Consequently, ve felt that this relatively small reductica
in coste sttributable to assels could be ignored for the purpose of the cost indices
derived sud set out &min.

Toe norpal cost repressuts the level aunusl percentage of emruings that
wiuld be required to fund; cu the average, the given level of benefiis for s person
who eaters the system and progresses through to retirement. Of course, the wormal
cott also iancludes some provielon for those pecople who do mot live through to
retirement but terminete or die slong the way with reduced benmefits becosiug aveile-
Bble.

The deficiency then represents sn asccumnlation of vormal cost amcunts from
the past that would oov, from an sctuariel standpoliat, be in & fund if the plen hed
beon fucded on this basis, so that such fund together with interest thereocu at the
sasuzed rate plus the future normal cost payments will be sufficient to pay benefite
a8 they fall due. In other words, the deficiency is tantemount tc the mocrued
Ilability ss of the dete of veluation.

Because of the deferred nsture of most psnsion benefits and because of
the power of the government to levy tawes, the government view point seems to be
that the full deficiency of a pension plen, sdministered under ite aegis, need not
be matched by sssets, particularly wvhen those essets held by the governmeat would

Approved For Release 2001/08708% CIA-RDP78-03721A000500010007-7
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be in the form of goverament bYonds. In fact this thought was expreasdd recently
by the President vhen he vetoed the blll (House Document No. 423, 85th Congress)
viaich included e deficiency sppropristica for the Civil Service System. The follow
iag statement iz teken from his wmessage to Congress:

" » « The Betirement Act promises to meke certsla peyments

uader specified conditions and, regardless of the size of the

balance in the retirement fund &t say perticular time, these

benefits will be peld because the promise t0 40 so is backed

by the Government. To sssume othervise is to call inte question

the full fuith and credit of the United Stetes Jovernmsat.”

The feotors sud munmary work sheets mode svellsdle by Mr. Brown and
Mr. Rescr of the Civil Service Coumission ware used in commection with certain
studies made by them in the course of the past seyaral years. Wwﬂnmﬁﬁm
the basic dste used for these studies ves teken from certain sasple studies. Also,

it i. SRR YR '-z«'a

mtmaaumbtmpnmzﬂmmm&safammaf
goveromeat sgeacies, tekea im 1958, and certsin revisions will be mede in the value-
tion fectors which will then be used in meking & more up-to-date valustion of the
Civil Service System. The results of the valustico bamsed on the work sheets snd
fuetors uade avelilsble for our perusal have not been published. lHowever, we
revigved the derivaticn of factors snd work sheets, end theun we tested the epplli-
cation of the verious fectors involved from the standpoint of ressonsblensss sad
technlcsl meccuracy. Next, we compered the percentage of peyreil cost resulis with
certain supmeries that bed been made in coonection with the velustions. 1In order
to avoid some of the istricecies introduced by the spplicstion of the factors to
the sgency date, ve experimented with appﬁxxmtim until wve had developed factors
whieh profuced results within 2% of the results ss swmericed on the bsals of the
sppiication of the much sore complex Jivil Bervice factors to the Civil Bervice
date. These spproxinmate fectors, which produced results vithin 2% of the results
by the more complex Civil Bervice fectors, were then used for the verious comguta-
tions uhich we have designsted 28 being on the besis of the Clvil Bervice factors.

Approved For Release 2001/0W21A000500010007-7
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4 breskdows of the wormal cost percentages of payroll cost snd an indl.
cation of the pest servics cost 1s set out in morve detall ia Teble k., Although
eoch of the compouent parts of the hresk-down are of leas significanze than the
$obal, when compared with the Civil Service resulis, we have set then down sluce
thay oy %me a8 o gaide for aestimeting the ¢ffect of gmasib}.,e ohmages m:&m
proposed beuefits.

¥, ACTUMRIAL ASE:
Seversl of the sctuarisl sssumptions used for our valustion of the

proposed Agency Retiremeat System have slresdy been noted in connection with our

analysis of the date in Section IIT bereof. Thesa bad to do with the turnover snd

salary scele sssuptions. COther sstuarial sssumptions are ss followe:
A Intersst - 3f, a5 asswsed in the last Civil Service valustion.

B. Mortaiity - This is, of course, of wore significeace sfter retirement
thes before retiremsnt, since defore retirement the rate of mﬂm%r is mixed in
with the turnover asmumptions. We used m up~to-date (but not overly-conservative)
mortelity table, based ou & grouy samuity experience through 1950, wiich wes then
projected to 196% on the besis of certala published factors to tske iato sccount
some messure of maticipated future lmprovesent in mortallity (%.8.A. IV).
ty - A poderste rete of disabllity, ¢n the sssuzption of &
falriy sirict edministration of these benefits, ves used. JAppropriste dissbility
amnuity functions were sleo sdopted. Since the turnover asswgpilion wves deemed to
sxelude disabilities whe would be eligible for beaefits, aily & temporsry disedility
sanuity providisg for benefits up to the sppliceble mormal retirement sge wes
assumed. This wes dooe on the ssswpption that the reserve accumilasted for ithe
noreRl pension would be adequate to provide for the contisustion of diesability
begelTits after the normal retiremsat date.

1A
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Teble b
PROJECT 10
Lilustrative Costs se L of Payrell

(nmmwmmmm-umnwmmmwmwwwmmumw
group sad 1956 differentisls in pay by sge groups)

Proposed sgency
Botireueat Systen
Fodaral Civil Bexvies for Identified
y d Agoacy Bet i Group and Civil
demtified  Balance of Y, Gervice the
Bplegees | Agemey Opep | Group | Toter et
1. Bormel Cost :w B9k s 182 8%
m m’. i3 3 3¢ .13.- 12. 9‘
m.ﬁ? {&.15 (17.% mﬁ (15.02)
2. Hormml Cost for " o "
Disebility .39 1. 93 1.45 1.15 1.
{i.062) (.96) (1.18) (1.11) (1.27)
3. Normel Cost for
Survivorship 2,06 1.98 1.80 1.58 1.42 1.73
(2.73) (1.86) {2.10) (2.02) {2.45)
h. Borwsl Cost fue
Desth end Terinstion? .16 .25 1.60 'Y 127 .68
{28} (1.80} {1.13) (1.38) (.73)
5« Pest Service Cost 3/ 6.95 bl 6,91 645k 653 5.08
{h.hr) (6.51) (6.5k) {6.53) (5.08)
%
6. Total Cost m.mJ 16.53% 23. 22, 2. 18.6;
(20,93) (mg (ae.ﬁ (29.53) (&h.57
T Average fttaiaed fge b3 35 32 k1 »

ymmmmmmmmwmmm). This weighting is sppiieshle by mmber per Poble 1
nd alno holds in terms of coverwd peyroli.

g/nmmmwwmmmmmmmxmaﬂmmmnwmwm«wmm
m«mﬁmw,mmwammmmmmmumywmmum»
mwmmommmmwwmhsw-mmammwmmmmmm.

ymuum%wmmnmmmmwwmmwwﬁ To the extent ihat there
are funds on hend, this may be reduced by W of such Tunds: but on the nmsumption thet reughly conparshls fmds
mumwwmmmmmwmmuwmum, this need sot be considered
for the purpose of cosparing the resultent lwvel of costs.

ymuw.ﬁmmmwunmn.mm,mmwmmmwmmw
Actunries of the Civil Servies Retirument System for the Piscal Your Ended Joe 20, 1957.

ymmmmmxmmthmbym,mmmwmwmmu
:muurud,mawwummmmmmxmmumwmmmmuumm
avallsble, this would be incressed o 22.62%, or an incretss of sbeut oce-tenth of 1%,
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7. Syrvivershin - Genernlly the femmle waz essumed to be five years
younger then the rmale, ond all meles were assumed to be married, this essuzpilon
being deames $o be alaguate to provide for the oost of orphian’s benefits &5 well as
any Lumpegm termination benefits cfter five or more years of service.

E. Retirememt - Worms) Retirement was ssaumed o be sge 55 for the
ideatifisd growy {vho could retire es wlyanmﬁéaﬁcr‘mwmwm&t
mﬁm*wm@mmmmmﬁwrmmtmw) and sge 59 for the
noa-iGeutifiad group who have = mendetory retirement age st 60 umless permitted by
the Directer to continue working deyoud thet sge on & year-to-yesr besls, but wot

syond sge TO.

TR RN N EENEERENNENERESE.

We @mlm the remults of this valustion vill be of assistence te you
in comnection with your considerstion of the esteblishment of auitzble pemelion
ats for your group. At your imstructicus, we will be glad to expsnd on
such items 88 you mey feel desirehle snd to meet vith you for discussion of these
end related items.
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